@ Stantec Technical Memorandum

To: Faith Smith From: Ethan Harden
Jeff Schreier Siyuan Rao
Subject: Town of Eaton, 2019 Water, Date: November 13, 2020

Wastewater, and Irrigation Revenue
Sufficiency Analysis

Summary

The Town of Eaton (Town) engaged Stantec Consulting Services Inc. (Stantec) to perform a comprehensive
revenue sufficiency analysis and develop plant investment fees (Study) for the water, wastewater, and
irrigation enterprise funds (funds) in Summer of 2019. The water, wastewater, and irrigation financial plans
were built with fiscal year (FY) 2019 budgets and 10-year capital improvement plans (CIP) provided by Town
staff. This study consisted of analyzing the funds’ revenues and expenses in order to develop
recommendations for adjusting the current utility rates to fund projected expenditures and reserve
requirements in the future. Although our analysis includes projections of the funds through FY 2029, it is
recommended that the Town review and update the rate plan annually due to the variability of and likelihood
of significant changes in project cost projections in the future.

The Town’s utility department serves approximately 2,280 accounts within its service area. Like many other
utilities across northern Colorado, the Town must plan for its own water resource needs in the future as
growth is realized and water rights become more scarce in the region. Smaller utilities face a difficult challenge
in addressing infrastructure capital needs due to the lack of a large customer base over which the costs can be
shared. This can translate into larger increases on customers’ bills as the utility faces increased water resource
project costs. To proactively address the needs of both building new and replacing existing infrastructure in the
Town, Stantec developed a 10-year financial planning model for each fund that incorporated future expansion-
related capital needs as well as increased costs in repair and replacement capital projects.

Throughout the project, Town staff and Stantec have worked together to refine budget inputs, assumptions,
and analyze alternative capital funding scenarios. To assist funding the CIP provided by the Town’s engineer,
Town Staff and Stantec agreed on assumptions described in this technical memorandum. While overall project
costs vary by fund, the water fund has significant capital needs to fund the Northern Integrated Supply Project
(NISP) and construction of a regional water treatment plant.

Stantec recalculated plant investment fees for the water and wastewater system, incorporating updated fixed
asset values and growth-related capital project costs. The Town currently purchases additional gallons per
minute from North Weld County Water District (NWCWD). In conjunction with the growth projected,
additional capacity-related costs for increased water purchases were included to accurately forecast the
amount of capacity needed within the current treated water contract amount to meet future water demand.
Plant investment fee calculations were completed following directives of Colorado Revised Statutes for these
fees to achieve the objective that growth is paying for the costs of growth in a fair and adequate manner.
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Long-Term Financial Plans

Stantec’s scope for this study is to provide long-term financial planning tools for the Town’s funds to
adequately fund each enterprise into the future. Total operating and capital requirements are projected for 10
years and reflect each fund’s needs to recover revenues based on sustaining existing operations and projecting
expected changes to these operations as a result of system growth and proposed capital facilities. The tools
provide comprehensive cash-flow analysis incorporating financial goals that are maintained by the Town. This
technical memorandum summarizes the assumptions and calculations supporting proposed rate revenue
increases over a 10-year period.

A summary of proposed rate increases, and average bill impacts is presented below for all three funds. The
water bill impacts for residential customers are based on typical monthly water usage of 8,000 gallons. This
was derived from a full year of average consumption for water bills of FY 2018.

Table 1. Summary of Proposed Water, Wastewater and Irrigation System Rate Increases and Bill Impacts

Description 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029

Water Rate Increase 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5%
Avg. Bill (8 kgal) $66.69 $73.01 $79.93 $87.53 $95.85 $104.97 $114.93 $125.87 $137.84 $150.93

Wastewater Rate Increase 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Avg. Bill $26.50 $26.50 $26.50 $26.50 $26.50 $26.50 $26.50 $26.50 $26.50  $26.50

Irrigation Rate Increase 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Avg. Bill (4-8k sq. ft) $14.00 $14.00 $14.00 $14.00 $14.00 $14.00 $14.00 $14.00 $14.00 $14.00

Financial Planning Assumptions

Future revenue and expense projections require various assumptions to be applied to each enterprise fund’s
financial plan. The following table summarizes the key assumptions used in the analysis. Note, the wastewater
personal services increase at a faster rate than water personal services due to the recent addition of a new,
lower cost, employee and their salary escalating back to previous levels.

Table 2. Key Assumptions for Forecasting Water and Wastewater Revenues and Expenses

Water and Wastewater System

Avg. Customer Growth | 45% | 45% | 45% | 45% | 20% | 20% | 20% | 20% | 20% | 20%

O&M Expenses
Personal Services - Water 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%
Personal Services - Wastewater | 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%
Fuel, Utilities Chemicals 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%
NWCWD Water Production 10.0% | 28.5% | 25.0% | 25.0% | 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%
Default Inflation Rate 2.3% 2.3% 2.3% 2.3% 2.3% 2.3% 2.3% 2.3% 2.3% 2.3%

Additional assumptions that were included throughout the financial planning period include:

1. The 10-year CIP was provided by the Town’s engineer and encompassed years FY 2019-2029. A 3%
escalation factor was applied to project costs starting in FY 2021.

2. Avregional water treatment plant is expected to be needed towards the end of the projection period.
To plan for this future project, 60% of Eaton’s share of costs was added in FY 2029.

3. To adequately fund renewal and replacement of the wastewater system, capital project costs were
increased above the engineer’s projections in order to align the Town’s spending with its wastewater
assets’ annual depreciation.
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Rate revenue projections for future years are based on year-end projections for the current year, FY
2019.

5. Customer growth is projected similarly for both water and wastewater funds at 4.5% from FY 2020-
2023 and 2.0% thereafter. Irrigation growth is projected at 1.5% in FY 2020 and 2021, and 0%
thereafter.

6. Stantec used the FY 2019 budgets or year-end estimates as the basis year for expense projections
going forward, depending on the fund. However, based on discussions with Town Staff, certain
operating and maintenance (O&M) budget line items were revised for all funds.

7. Treated water purchases from NWCWD were estimated in conjunction with growth numbers and
projected cost and usage amounts. Treated water costs are expected to increase 10.0% in 2020, 28.5%
in 2021 and 25% in 2022, and 2023, then indexed at 3.0% thereafter. Additionally, NWCWD is currently
completing a cost of service and the way the Town will be charged will change slightly as it moves to a
cost of service model. Treatment costs account for about 70% of the Town’s total O&M expenditures
in 2020; therefore, it is recommended that the Town review and update the financial plan when the
projected treatment costs change.

8. A specific type of debt-instrument has not been assumed for projected debt issues, understanding that
partnering with the other NISP participants could yield better lending terms and less risk. However, we
have assumed all debt projections to consist of 2% issuance costs with 30-year terms, include funding
one year of debt service as a reserve, and an interest rate of 5.0%. These amounts are estimates
provided by Stantec for planning purposes and do not represent any decisions made by the Town.

Source Data

Beginning Fund Balances
The FY 2018 actual ending net positions provided by Town staff were used to establish the beginning FY 2019
balances for all systems.

Revenues

The revenues utilized in the financial plan reflect an evaluation of multiple years of customer demand history,
based on billing records. Revenues consist of rate revenues (including water service, usage, and bulk water
fees), plant investment fees, interest income, and miscellaneous service charges.

In discussions with Town staff, it was deemed appropriate to use the FY 2019 budgeted rate revenues as the
basis for model inputs. However, for the water fund, 2019 year-end estimates were used to better align with
current revenues. In the water fund, revenues are projected to increase by projected growth (new customers)
entering the system as well as projected rate revenue increases. The wastewater and irrigation funds’
revenues increase by projected growth only, due to no projected rate increases. Table 3 below summarizes
expected revenues from FY 2020 through FY 2029 under proposed rates.
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Table 3. Projected Water, Wastewater and Irrigation System Revenues under Proposed Rates (Thousands $)
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029

Water System

Revenue Projection [$2,057.4] $2,406.6] $2.714.2] $3,061.5] $3,380.7 $3,733.1| $4,123.5| $4,554.5] $5,030.4| $5,555.8
Wastewater System

Revenue Projection | $809.8 | $846.2 | $884.3 | $924.1 | $942.5 | $961.2 | $980.6 [$1,000.3]$1,020.4] $1,040.8
Irrigation System

Revenue Projection $117.7 | $119.4 | $119.4 [ $119.4 | $119.4 | $119.4 | $119.4 [ $119.4 [ $119.4 | $119.4
Total Revenue $2,984.9]$3,372.2] $3,717.9| $4,105.0| $4,442.6 | $4,813.7| $5,223.5( $5,674.2| $6,170.2| $6,716.0

Operating Expenses

Operating expenses include the expected operating and maintenance costs for the water, wastewater and
irrigation systems. The Town’s operating budget is organized by cost categories that can also be referred to as
functions. The financial plan based operating expenditure projections on the individual expense accounts and
amounts within the FY 2019 final budget and FY 2019 year-end estimates. Annual adjustments thereafter are
based upon assumed cost escalation factors that were reviewed by Town staff. 0&M expenses are
summarized below in Table 4 for each fund. Water O&M expenses are divided between treatment and
operations with water treatment representing the treatment costs billed by NWCWD.

Table 4. Projected Water, Wastewater and Irrigation System O&M Expenses (Thousands $)

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029

Water System

Water Operations 370.6 379.3 388.2 397.3 406.7 416.3 426.1 436.2 446.5 457.1
NWCWD Treatment 780.6| 1,028.2| 1,317.7| 1,656.6| 1,716.1| 1,778.4| 1,842.9| 1,909.8| 1979.2| 20182
Total Water O&M $1,151.2 | $1,407.4 | $1,705.9 | $2,053.9 | $2,122.8 | $2,194.6 | $2,269.0 | $2,346.0 | $2,425.7 | $2,475.3

Wastewater System
Total Wastewater O&M | $388.6 | $401.6 | $415.3 | $429.5 | $444.4 | $460.0 | $476.3 | $493.4 | $511.3 | $530.1

Irrigation System
Total Irrigation O&M $0.6 $0.7 $0.7 $0.7 $0.7 $0.7 $0.7 $0.8 $0.8 $0.8
Total O&M $1,540.5 | $1,809.7 | $2,121.8 | $2,484.1 | $2,567.9 | $2,655.3 | $2,746.0 | $2,840.1 | $2,937.8 | $3,006.1

Capital Improvement Program

Town staff provided the multi-year CIP for each system in project level detail from FY 2019 through FY 2029.
For this study, per discussion with Town staff, Stantec used the capital projects included in the 10-year capital
improvement plan for the model input, which applies to all funds described in this technical memorandum.
However, for the wastewater fund, Stantec added additional capital costs to allow the wastewater system to
replace assets at a level equal to its current wastewater depreciation rate by FY 2029.

Throughout the study, Stantec has worked with staff to refine the capital project cost estimates, discuss timing
of the projects, and review optimal funding methods of the projects for the water and wastewater systems. A
major goal of the financial planning process is to optimize funding sources for the next ten years to achieve the
necessary annual renewal and replacement project funding needs. Beginning in FY 2021, the financial plan
includes an annual cost escalation factor of 3% applied to project estimates to account for adjustments in the
future cost of construction. See Table 5 below for a summary of capital expenses projected through the
planning period.
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Table 5. Projected Water, Wastewater and Irrigation System Capital Improvement Expenditures (Thousands $)
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029

Water System

CIP (escalated) | $920.9] $959.3]$1,000.3] $2,617.2] $1,835.7| $5,444.4] $6,743.3] $7,061.5] $6,989.8| $18,352.5
Wastewater System

CIP (escalated) | $2200] $154.5] $185.7] $218.5] $281.4] $318.8] $358.2] $430.5] $475.0] $521.9
Irrigation System

CIP (escalated) | $469] $483] $497] $51.2] $527] $54.3] 3559 $57.6] $59.4] 3611

Debt Service and Coverage Requirements

Ovtstanding Debt

The Town is currently obligated to repay a Colorado Water Resources & Power Development Authority
(CWRPDA) loan related to its wastewater fund as well as a refunding bond to cover an additional CWRPDA loan
related to the water fund. Each debt obligation is projected to be retired in FY 2027 and FY 2023, respectively.

Proposed Debt

Future debt issuances for the water fund, related to the NISP and regional water treatment plant projects, are
expected to be required beginning in FY 2026. The proceeds needed are projected after considering fund
balances, debt service coverage ratios, and rate revenues. Because of the uncertainty surrounding the two
projects for which borrowing occurs, Stantec has projected a debt issuance in each year FY 2026-2029. Stantec
does understand that most utilities bundle debt and issue one debt instrument for multiple years of projects.
However, with the possibility of joining debt issuances through Northern Water or other means in each year of
the NISP project, we have shown one issuance in each year mentioned above. It should be noted that due to
changes in actual cash inflows and outflows the borrowing plan may not reflect the actual borrowing amount
needed at that time.

Coverage Requirements

The Town’s rate covenant for its outstanding debt requires a specific calculation of debt service coverage.
Specifically, revenue available for debt service on the water 2014 Refunding Bond must be greater than or
equal to 125% of that total debt service. If this coverage amount is not met, the issuer may call the loan or set
other penalties in accordance with outstanding loan agreement. To calculate the coverage test, operating
expenses are subtracted from total allowable revenues to determine revenue available for debt service.
Stantec set the minimum rate covenant requirement for all systems at 125%. The financial plan meets this
coverage requirement during the entirety of the rate study period for all funds.

Table 6 below presents the existing and proposed annual debt service payments. Note that the irrigation fund
has been omitted from this table as there is no current or projected debt backed by that fund.
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Table 6. Projected Water and Wastewater System Annual Debt Service (Thousands $)

2020 2021 2022 2023 2024 2025 2027 2028 2029
Water System
Existing Debt $184.2| $186.3| $184.5| $155.2 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Proposed Debt $0.0 $0.0 $0.0 $0.0 $0.0 $0.0| $185.1| $505.3| $841.8| $1,335.7
Total Water Debt $184.2| $186.3| $184.5| $155.2 $0.0 $0.0| $185.1| $505.3| $841.8| $1,335.7
Wastewater System
Existing Debt $313.6| $312.4| $315.7| $314.2| $316.4] $312.9| $314.3] $314.5 $0.0 $0.0
Proposed Debt $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Total Wastewater Debt S$313.6| S312.4| S$315.7| $314.2| $316.4| $312.9| $314.3| S$314.5 $0.0 $S0.0
Transfers

Both water and wastewater funds include annual transfers to the Town’s general fund for shared services.
Table 7 below summarizes the annual transfer amount for both systems. The irrigation fund has been omitted
due to no projected transfers within that fund.

Table 7. Projected Water and Wastewater System Transfer Out (Thousand $)
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029

Water System

Administration Transfer | 3280 | $288 | $29.7 | $30.6 | $31.5 | $32.5 | $33.4 | $34.4 | $355 | $36.5
Wastewater System

Administration Transfer | $28.0 | $300 | $32.1 | $34.3 | $36.7 | $39.3 | $420 | $450 | $48.1 | $51.5
Results

Based upon the data, assumptions, and policy targets presented, the Town’s current water rates will not
provide sufficient revenue to meet its ongoing and forecasted debt service, capital, operating, and reserve
requirements over the multi-year projection period. On the contrary, the analysis indicates the current
wastewater and irrigation rate revenues are sufficient to meet these funds’ obligations in the future.

Stantec worked with Town staff to evaluate alternatives and built multiple scenarios for the water fund to
highlight different policy objectives that could be achieved. Stantec presented all options to the Town Board of
Eaton Board on November 20, 2019. The Board has selected the scenario which implements 9.5% water rate
increases from FY 2020-2029. The Board’s selected scenario includes higher rate increases but enables the
Town more flexibility in the years beyond the projection period, through the end of the NISP project. The
additional revenue will also set up the Town to afford future debt issuances in the future.

The tables below summarize the proposed rate increases, proposed debt issuances, debt-service coverage, and
reserve balances from FY 2020 — FY 2029 under the selected scenario. Stantec recommends that the Town
complete financial planning updates annually, or when major changes in the utility occur such as major capital
projects or updates to master plans. Any changes to the assumptions or costs may have a measurable effect on
the findings.

Table 8 below presents the key performance results of all funds, including the Board-selected scenario for the
water fund.
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Table 8. Key Performance Statistics Summary
2020 2021 2022 2023 pLyZ 2025 2026 2027 2028 2029

Water System

Proposed Rate Increase 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5%
Proposed Debt Proceeds ($M) - - - - - - $3.7 $5.3 $5.1 $8.3
Debt Service Coverage Ratio 4.94 5.39 5.49 6.52 0.00 0.00 10.04 4.38 3.10 1.59
Ending Cash & Investment ($M) $4.45| $5.36| $6.30| $5.70| $5.65| $2.27| $1.13] $1.17| $1.21 $1.24
Wastewater System

Proposed Rate Increase 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Proposed Debt Proceeds ($M) - - - - - - - - - -
Debt Service Coverage Ratio 2.33 2.46 2.56 2.70 2.10 2.14 2.16 2.18 0.00 0.00
Ending Cash & Investment ($M) $1.88] $2.15| $2.43| $2.71 $2.74 $2.74 $2.70 $2.60[ $2.77 $2.89
Irrigation System

Proposed Rate Increase 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Proposed Debt Proceeds ($K) - - - - - - - - - -
Debt Service Coverage Ratio - - - - - - - - - -
Ending Cash & Investment ($K) $146.9| $152.3| $156.3| $157.2| $154.8| $149.1| $140.0[ $127.2[ $110.9 $90.7

Impact Fees

Stantec’s scope also included a comprehensive review of the Town’s water and wastewater plant investment
fees. This review excluded raw water costs. Raw water is encouraged to be brought to the Town by the new
entity when a new development is platted and constructed.

Following the combined method of calculating PIFs, described in AWWA Manual M1t and WEF Manual of
Practice No. 272, Stantec focused on the value of the current plant in service for both systems and calculated a
total system value using the replacement cost new less depreciation (RCNLD) method. There are four accepted
asset valuing methodologies including RNCLD, replacement cost new (RCN), original cost, and net book value.
RCNLD values existing fixed assets according to the costs of replacing the asset in today’s dollars, adjusted by
depreciation that has occurred in the system since the asset was placed in service.

Next, the cost of new capital improvements needed to serve new customers was added to the total RCNLD of
the existing assets. The total system costs represent the value of the City’s investment in its water and
wastewater systems to serve new customers. Table 9 below shows the RNCLD asset value, growth-related
capital costs less the contributed asset value and corresponding debt service credits that are used to
determine each system’s net system value.

! American Water Works Association, Manual of Water Supply Practices M1, Principles of Water Rates, Fees and Charges,
7" ed., 2017.
2 Water Environment Federation, Manual of Practice No. 27, Financing and Charges for Wastewater Systems, 2005.
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Table 9. Net System Values Summary

Water Wastewater

Gross Plant in Service $ 6823983 (9% 8,135796
Growth-Related Capital Improvement Costs 50,212,382 -
Less:
Principal Credit $ 156,844 | $ -
Contributed Capital 3,577,078 3,315,074
Net System Value S 53,302,448 | $ 4,820,722

In addition to determining the net system values, Stantec applied system capacity values for water and
wastewater obtained from the recent master plans, NISP yield estimates, NWCWD treatment capacities and
discussions with Town staff. Total capacity available for new customers and the number of equivalent
residential units (ERUs) able to be served were used to calculate the remaining capacity within the system.
From there we were able to determine the PIF for each new unit connecting to the City’s water and
wastewater systems. Given these independent calculations, Table 10 below shows the investment fee
calculations for each fund.

Table 10. Water and Wastewater Plant Investment Fee Calculation per ERU

Water Wastewater
Net System Value $ 53302448 % 4,820,722
Capacity (MGD) 2.71 0.75
Level of Service (gpd) 515 221
Equiv alent Residential Units 5,259 3,386
Plant Investiment Fee per ERU S 10,136 | S 1,424

The wastewater PIF calculation results in a low dollar amount per ERU due to using the RCNLD method, as well
as the amount of contributed capital to the system as shown in Table 9. Additionally, the largest wastewater
asset, the treatment plant, was built in 2006 and has been depreciated by 43% to date. Using the replacement
cost new (RCN) method, the wastewater net system value would equal about $14.3M and the calculated PIF
per ERU would equal $4,224, illustrating the wide range using different methods for estimating net system
value. Using this same RCN method, the water PIF was calculated at $11,863. The water system has a smaller
range of values due to the large amount of future capital expenditures which make up a larger proportion of
the proposed fee.

Table 11 below shows the current fee, calculated fee using the RCNLD method, and the fee that Stantec is
proposing.

Table 11. Current and Proposed Plant Investment Fees per ERU

CurrentFee Calculated Fee Proposed Fee
Water PIF $6,500 $10,136 $10,140
Wastewater PIF $3,000 $1,424 $3,000

RE: Water, Wastewater, and Irrigation Revenue Sufficiency Analysis Page 8



@ Stantec Technical Memorandum

Stantec’s recommended PIFs are based on the following findings:

- The water PIF was calculated based on existing water fixed assets and the projection of growth-related
projects, which include the NISP project, the regional water treatment plant, and additional water
capacity purchases from NWCWD in the future. Additionally, we have excluded raw-water NISP-related
costs so the Town can more adequately align those to market cost in the future. Therefore, a water
‘infrastructure’ fee is proposed at $10,140 per ERU or a 56% increase from the current fee.

- The wastewater PIF calculation using the RCNLD method is 47% of the current PIF; however, the full
range of PIFS using the multiple accepted asset valuing methodologies is $982-5$4,224. Since the
current fee falls within the range of accepted values, Stantec recommends no change to the current
fee, leaving it at $3,000 per ERU.

Finally, Stantec recommends maintaining the proposed PIFs annually and updating the PIFs when new growth-
related projects are identified, significant changes in current growth-related project cost estimates occur, or
during the Town’s next comprehensive rate study, whichever comes first.

2021 Financial Planning Update

In its continued engagement, Stantec performed a 2021 financial planning update for the Town of Eaton’s
water system due to highly variable project and treatment costs related to providing service to its residents. As
mentioned above, funding the Northern Integrated Supply Project (NISP) is placing a large burden on the
Town’s water system in the immediate future. Additionally, in early 2020, the town was informed by its sole
treated water provider, NWCWD, that due to its large capital needs, the treated water costs are projected to
increase significantly in the next 3-5 years. NWCWD is also conducting a rate study to calculate cost-of-service
rates to reclassify its bulk water users to wholesale customers including the Town of Eaton.

In late 2019, the Town adopted the recommended water plant investment fee increases bringing the fee to
$10,200 per ERU. Adopting the fee increase is allowing the Town of Eaton to be in a better position to recover
the costs of growth on the system and put it in a better position to address the NISP funding needs in the
future. The Town did not adopt the recommended 9% rate increase in FY 2020, in part, to assist the Town’s
customers in COVID-related relief and uncertainty.

Based on the notice of treated water costs increases, which make up about 69% of the town’s operating
expenses in FY 2020, Stantec updated the financial planning model to reflect better understanding of how
these increased costs would affect the Town. It was confirmed that NWCWD treated water costs would
increase by 4% in FY 2021 while NWCWD was still exploring options to lessen the potential burden of rate
increases on rate payers. From there, Stantec has projected a 25% increase of the retail rate from FY 2022
through FY 2024 and then discounted that by the projected wholesale discount the Town of Eaton would
receive based on its water usage characteristics at the master meter intersection. Table 12 below shows the
projected water rate calculation and total treated water cost per year. Note that cost-of-service based rates
are projected to begin in FY 2022.

RE: Water, Wastewater, and Irrigation Revenue Sufficiency Analysis Page 9



@ Stantec Technical Memorandum

Table 12. Projected Treated Water Rates and Costs
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029

Treated Water Used (MG) 280 286 293 301 302 304 306 307 309 311

NWCWD Projected Retail Rate $3.73 $3.88 $4.85 $6.06 $7.58 $7.80 $8.04 $8.20 $8.45 $8.70
Projected Wholesale Discount - - 23% 23% 23% 23% 23% 23% 23% 23%
Cost per kgal $2.58 $2.68 $3.73 $4.67 $5.83 $6.01 $6.19 $6.31 $6.50 $6.70
Total Treated Water Cost ($K) $722 $769  $1,095 $1,403  $1,763  $1,825 $1,891  $1,940 $2,010  $2,082

Accounting for the treated water increases in the future along with delaying rate increases until FY 2021 has
added additional pressure on the water fund to raise rates in the future. Assessing the water fund’s financial
situation from FY 2021 through FY 2029, Stantec recommends that the Town increase their overall rate
revenue by 10% per year from FY 2021-2029. This rate revenue projection allows the Town to adequately fund
the increase in water treatment costs, the NISP project, and the Town’s portion of a new regional water
treatment plant to allow for water supply and treatment flexibility in the future. Table 13 compares the 9%
and 10% increases presented in prior year study and current year update. Although a lot has changed since
these recommendations were put in place, the overall impact has not changed indicating consistent cost
projections between the years. As with all financial planning recommendations, these projections are built off
a set of assumptions and if they are changed, it could have an impact on the rate recommendations below.
However, in anticipation of the uncertainty of the operating and capital costs, Stantec will continue to provide
annual financial planning updates to the Town to ensure rate recommendations are sufficient to cover the
Town'’s projected costs in the future.

Table 13. 2020 and 2021 Water Rate Projections and Overall Impact (Based on 6kgals Average Bill)

Scenarios 2019 2020 2028 2029 Impact
0.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 136.8%

548.90 553.30 558.10 563.33 569.03 575.24 582.01 589.40 59745  5106.23  $115.78 | 566.88

Previous Study

0.0% 0.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 135.8%

Current Update
P 548.90 548.90 $53.79 $59.17 $65.10 571.61 578.77 586.65 595.31 5104.84  $115.33 | $66.43

RE: Water, Wastewater, and Irrigation Revenue Sufficiency Analysis Page 10
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Table A-1 Water Fund Pro-Forma Projections

FY 2019 FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028 FY 2029
1 Operating Revenue
2 Water Rate Revenue §$ 1893000 § 1893000 $ 2134285 § 2406602 § 2714198 § 3061466 $ 3380675 F 3733119 § 4123485 5 4554522 § 5030418
3 Change in Revenue From Growth - 56,119 63,525 72,118 §1,661 235,908 28,566 32623 35,693 39 467 43375
4 Subtotal § 1803000 $ 1049119 § 2187774 § 2456135 § 2757735 5 3031360 § 3332112 § 3663742 5 4028240 5 4428830 § 4,860,049
S Weighted Average Rate Increase 0.00% 5.55% 9.50% 8.50% 9.50% 9.50% 5.50% 9.50% 9.50% 89.50% 9.50%
& Additional Rate Revenue From Rate Increase - 108,267 208,792 235,478 265,607 293,301 323,878 357,746 385,141 436,429 482,010
8 Total Rate Revenue § 1,893000 § 2080924 $ 2384674 § 2677187 § 3005931 § 3,304,192 § 3,632,002 § 3,993479 5 4390782 § 4,827,425 § 5307264
9 Plus: Other Operating Revenue 1,346 1,346 1,346 1,345 1,346 1,346 1,346 1,346 1,346 1,345 1,346
10 "Equals: Total Operating Revenue $ 1,804,346 $ 2,082,269 § 2,386,020 § 2,678,533 $ 3,007,277 $ 3,305538 § 3,633,348 $ 30994825 § 43092127 § 4,828,770 $ 5,308,609
11 Less: Operating Expenses
12 Personal Services 5 (75,922) § (TT.678) 3 (79,487) § (81,351) § (83,270) 3 (85,247) § (B7,283) 3 (89,380) 3§ (91,540) § (93,765) 5 (96,056)
13 Variable Operations & Maintenance Costs (692.447) [780.649) [1.028.151) [1.317.705)  (1.454.572) [1.714.118) [1.778,384)  [1.842.508) [1.509.823) (1979.187)  [2.018.177)
14 Operations & Maintenance Costs (286,185) (292,909) (299,791) (306,836) (314,048) (321,429) (328,985) (336,720) (344,637) (352,741) (361,036)
15 "Equals: Net Operating Income $ 839,591 $ 931,033 § 1,182,582 § 1,419,985 § 1,706,349 $ 1,964,843 § 2,249,182 $ 2565699 $ 2916506 § 3,305067 $ 3,753,098
18 Plus: Non-Operating Income/{Expense)
17 Interest Income s 1872 § 2021 5 4906 S 5832 § 5999 § 8,508 S 5940 § 2556 § 2308 § 2386 § 2,450
18 Water Impact Fees 653,555 1,038,465 1,084,552 1,135,232 1,185,912 547,344 557,480 577,752 587,688 596,024 608,160
19 "Equals: Net Income § 1495018 $ 1,971,525 § 2,272,155 § 2,561,460 $ 2,901,226 $ 2,523,201 § 2,816,174 $ 3,148,246 $ 3506514 § 3904501 § 4,362,798
20 Less: Revenues Excluded From Coverage Test
21 Impact Fees §$ (653,555) § (1038465 5 (1,084552) § (1,135232) § (1,185912) § (547,344) § (557.480) § (577.,752) § (S87.888) 5 (598,024) §  (608,(160)
22 "Equals: Net Income Available For Debt Service § B41,463 $ 933,060 § 1,487,603 § 1,426228 $ 1,715314 § 1975857 § 2,258,604 $ 2,570,404 § 2748400 § 2,890,507 $ 3,146,478
23 Senior Lien Debt Service Coverage Test
24 Net Income Available for Senior-Lien Debt Service $ 841,463 $ 933,060 § 1187603 $ 1,426,228 $ 1,715314 § 1975857 $ 2,258,694 $ 2,570,494 $ 2748400 § 2,890,507 $ 3,146,478
25 Existing Senior-Lien Debt 184 957 184,168 186,306 184,548 155,234 - - - - - -
26 Cumulative Mew Senior Lien Debt Service (calculated) - - - - - - - 185,098 505,296 541,782 1,335,666
27 Total Annual Senior-Lien Debt Service Req. | $ 184,957 $ 184,168 § 186,306 $ 184,548 § 155,234 § -8 -8 - 8 170,226 § 416,060 $ 839,817
28 Calculated Senior-Lien Debt Service Coverage 1.25 4.55 507 6.37 7.73 11.05 - - - 16.15 6.95 3.75
7 Cash Flow Test
30 Net Income § 1495018 § 1971525 § 2272155 § 2561460 § 2901226 5 2523201 5 2816174 § 3148246 5 3506514 5 3904591 § 4,362,798
3 Less: Non-Cperating Expenditures
32 Net Interfund Transfers (In-Out) (22,000) (28,000) (28,840) (29,705) (30,596) (31,514) (32,460) (33,433) (34,436) (35,470) (36,534)
33 Rate-Payer Debt Service Payment (184,957} (184,168) (186,306) (184,548) (155,234) - - - - (243,758) (1,326,924)
3 Growth-Related Debt Service Payment - - - - - - - (185,098) (505,296) (598,024) (608,160)
35  Capital Outlay {293,000} - - - - - - - - - -
35  Impact Fee-Funded Capital (272,250) (304,006) (323,848) (345,761) (2,298,176) (1,507,169) (1,158,302) (393,106) (82,592) - -
37  Cash-Funded Capital (941,920) (616,920) (635,428) (654,490) (318,989) (328,559) (4,285,055)  (2,963,131)  (2,139,244)  (2,289,383)  (1,696,083)
33 Met Cash Flow $  (219,109) $ 838,430 $ 1,097,733 § 1,346,955 % 98,231 $ 655,960 $ (2,660,643) $ (3,628,524) $§  (644.710) § 24,041 § 15,904
38 Unrestricted Reserve Fund Test
40 Balance At Beginning Of Fiscal Year $ 3853487 $ 3634378 § 4449264 $ 5364818 $ 6,301,029 $ 569887 $ 5646704 $ 2273138 § 1134504 § 1,173,000 $ 1,212,846
41 Cash Flow Surplus/{Deficit) 995,061 1,735,812 1,874,830 1,936,462 2,015,003 1,783,564 2,070,791 2,217,602 2,260,331 2,329,230 1,720,672
42 Projects Designated To Be Paid With Cash (550,000) (325,000) (334,750) (344,793) - - {180,188) (539,041) (556,716) (574,917) (593,659)
43 Impact Fee Funded Projects (272,250) (304,006) (323,848) (345,761) (2,298,176) (1,507,169) (1,158,302) (393,106) (82,592) - -
44 Revenue Funded Projects (291,920) (291,920) (300,678) (309,698) (318,989) (328,559) (4,104,869)  (2.424,000)  (1,582,528)  (1,714,466)  (1,102,424)
45 Balance At End Of Fiscal Year $ 3,604,378 § 4,472,808 § 5,570,542 § 6,917,496 § 7015728 $ 7,671,687 $ 5,011,045 § 1,382,521 $§ 737,811 % 761,852 § 777,756
46 Minimum Working Capital Reserve Target 527,377 575,616 703,715 852,946 1,026,945 1,061,397 1,097,317 1,134,504 1,173,000 1,212,846 1,237,635
47 “Excessl(Deficiency) Of Working Capital To Target § 3,407,001 $ 3,897,190 § 4,968,823 § 6,288,222 § 6,366,264 $§ 7,001,340 § 4318982 §  BET.958 § [ [ -
RE: Water, Wastewater, and Irrigation Revenue Sufficiency Analysis Page 11
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Table A-2 Wastewater Fund Pro-Forma Projections
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28
29

31

32

33
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39

40
41

FY 2018 FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028 FY 2029

Operating Revenue
Wastewater Rate Revenue 3 775,000 % 775,000 3 809,830 3 846,223 % 884316 B 924111 & 942477 $ 961,184 § 980,571 § 1,000,298 1,020,365
Change in Revenue From Growth - 34,830 36,393 38,004 39,794 18,367 18,707 19,387 19,727 20,067 20,407
Subtotal 3 775,000 % 809,830 3 846223 3 884316 % 924111 3 942477 & 961,184 § 980,571 § 1,000,298 § 1,020,365 1,040,772
Weighted Average Rate Increase 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Additional Rate Revenue From Rate Increase - - - - - - - - - - -
Total Rate Revenue 3 775,000 % 809,830 3 846223 § 884316 % 924111 8 942477 § 961,184 § 980,571 § 1,000,298 § 1,020,365 1,040,772
Plus: Other Operating Revenue - - - - - - - - - - -
Equals: Total Operating Revenue $ 775000 §$ 809,830 $ 846,223 § 884,316 $ 924,111 § 942,477 § 961,184 § 980,571 § 1,000,298 $§ 1,020,365 1,040,772
Less: Operating Expenses
Personal Services 3 (85,0000 § (101,550) 3 (107.259) § (M3367) § (119902) 5 (126895) 5 (134378) 5 (142385 § (150951) §  (160,118) (169,926)
Operations & Maintenance Costs (279,946) (287,074) (294 ,386) (301,887) (309,583) (317.,478) (325,579) (333,889) (342.414) (351,161) (360,136)
Equals: Net Operating Income $ 410,054 § 421,206 $ 444,579 § 469,062 $ 494,625 § 498,103 § 501,227 § 504,298 § 506,932 § 509,085 510,710
Plus: Non-Operating Income/(Expense)
Interest Income B 789 % Q00 % 2,018 3§ 2291 § 2568 % 4086 3 4107 § 4081 § 5302 § 5,367 5,658
Wastewater Tap Fees 301,789 307,21 321,000 336,000 351,000 162,000 165,000 171,000 174,000 177,000 180,000
Equals: Net Income $ 712,632 % 729317 % 767,597 $ 807,353 §$ 848,194 $ 664,180 $ 670,335 $ 679,378 $ 686,234 $ 691,452 696,368
Less: Revenues Excluded From Coverage Test
Impact Fees k] - % - 3 - 5 - % - 3 - 5 - 5 - 5 - 5 - -
Equals: Net Income Available For Debt Service $ 712,632 % 729317 % 767,597 $ 807,353 $ 848,194 $ 664,180 $ 670,335 $ 679,378 $ 686,234 § 691,452 696,368
Senior Lien Debt Service Coverage Test
Met Income Available for Senior-Lien Debt Service $ 712,632 % 729317 % 767,597 $ 807,353 §$ 848,194 $ 664,180 $§ 670,335 $ 679,378 $ 686,234 $ 691,452 696,368
Existing Senior-Lien Debt 314,808 313,640 312,398 315,668 314,164 316,441 312,915 314,342 314,474 - -
Cumulative New Senior Lien Debt Service (calculated) - - - - - - - - - - -
Total Annual Senior-Lien Debt Service Req. | $ 314,808 $ 313,640 % 312,398 % 315,668 $ 314,164 $ 316,441 § 312,915 $ 314,342 $ 314,474 § - -
Calculated Senior-Lien Debt Service Coverage 1.25 2.26 233 2.46 2.56 2.70 2.10 214 216 218 - -
Cash Flow Test
MNet Income B 712,632 % T29317 % 767597 § 807,353 % 848194 3§ 664,189 § 670,335 § 679,378 3§ 686,234 § 691,452 695,368
Less: Non-Operating Expenditures

Net Interfund Transfers (In - Out) (22,000) (28,000} (29,960) (32,057) (34.301) (36,702) (39,271) (42.,020) (44,962) (48,109) (51,477)

Net Debt Service Payment (314,808) (313,640) (312,398) (315,668) (314,164) (316.441) (312,915) (314,342) {314,474) - -

Cash-Funded Capital (100,000) (220,000) (154 ,500) (185,658) (218,545) (281,377) (318,800) (358,216) {430,456) (475,039) (521,909)
Net Cash Flow $ 275,823 % 167,676 % 270,738 % 273,971 §$ 281,183 $ 29,668 $§ (652) $ (35,200) $ (103,658) $ 168,304 122,982
Unrestricted Reserve Fund Test
Balance At Beginning Of Fiscal Year $ 1439552 § 1715375 § 1883051 § 2153790 § 2427760 § 2708944 § 2738612 § 2737960 § 2,702,760 § 2599102 2,767 406
Cash Flow Surplus/{Deficit) 375,823 387,676 425238 459,628 459,729 311,046 318,148 323,015 326,798 643 343 644 891
Cash-Funded Capital (100,000) (220,000) (154,500) (185,658) (218,545) (281,377) (318,200) (358,216) (430,456) (475,039) (521,909)
Balance At End Of Fiscal Year $§ 1715375 § 1,883,051 § 2,153,790 § 2427760 $ 2,708,944 § 2738612 § 2,737,960 § 2,702,760 § 2,599,102 § 2,767,406 2,890,388
Minimum Werking Capital Reserve Target 182,473 194,312 200,822 207,627 214,743 222,187 229,978 238,137 246,683 255,640 265,031
Excess/(Deficiency) Of Working Capital To Target $ 1,532,902 § 1,688,740 § 1,952,968 § 2,220,133 § 2494201 § 2516425 § 2,507,982 § 2,464,623 § 2,352,419 § 2,511,766 2,625,357

RE: Water, Wastewater, and Irrigation Revenue Sufficiency Analysis
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Table A-3 Irrigation Fund Pro-Forma Projections
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FY 2019 FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028 FY 2029

Operating Revenue
Irrigation Rate Revenue $ 116,000 § 116,000 § 117676 § 119422 § 119422 § 119422 § 119422 § 119422 5 119422 § 119422 § 119,422
Change in Revenue From Growth - 1,676 1,746 - - - - - - - -
Subtotal 3 116,000 3 117,676 3 119,422 3 119,422 3 119,422 3 119422 3 119,422 3 119,422 3 118,422 3 119,422 3 119,422
Weighted Average Rate Increase 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Additional Rate Revenue From Rate Increase - - - - - - - - - - -
Total Rate Revenue $ 116,000 § 117,676 & 119,422 § 119,422 § 119,422 § 119,422 § 119,422 % 119,422 % 119,422 § 119,422 § 119,422
Plus: Other Operating Revenue - - - - - - - - - - -
Equals: Total Operating Revenue § 116,000 $ 117,676 § 119,422 § 119,422 § 119,422 § 119,422 § 119,422 $ 119,422 % 119,422 § 119,422 § 119,422
Less: Operating Expenses
Operations & Maintenance Costs 5 (63,897) B (65,549) B (67,244) 5 (68,984) & (70,770) & (72,603) & (74,484) 3 (76,415) & (78,396) B (80,430) B (82,518)
Equals: Net Operating Income $ 52,103 § 52,127 §$ 52,178 § 50,438 $ 48,652 $ 46,819 $ 44,938 $ 43,007 % 41,026 $§ 38,992 § 36,904
Plus: Non-Operating Income/{Expense)
Interest Income 3 72 3 753 154 § 157 % 156 $ 228 § 217 3 200 % 238 § 202 % 157
Equals: Net Income $ 52,175 § 52,202 $ 52,332 § 50,504 $ 48,808 $ 47,047 $ 45155 $ 43,208 $ 41,264 § 39,193 § 37,062
Less: Revenues Excluded From Coverage Test
Impact Fees ;] - % - % - % - % - % - 3 - % - % -8 -8 -
Equals: Net Income Available For Debt Service $ 52,175 § 52,202 $ 52,332 § 50,594 $ 48,808 $ 47,047 $ 45155 § 43,208 % 41,264 § 39,193 § 37,062
Senior Lien Debt Service Coverage Test
Net Income Available for Senior-Lien Debt Service § 52,175 $ 52,202 $ 52,332 §$ 50,594 §$ 48,808 $ 47,047 $ 45155 $ 43,208 $ 41,264 § 39,193 § 37,062
Existing Senior-Lien Debt - - - - - - - - - - -
Cumulative New Senior Lien Debt Service (calculated) - - - - - - - - - - -
Total Annual Senior-Lien Debt Service Req. | § -3 -3 -3 - - $ -5 - $ - 3 - $ - $ -
Calculated Senior-Lien Debt Service Coverage 1.25 - - - - - - - - - - -
Cash Flow Test
Net Income $ 52175 § 52,202 % 52,332 % 50,594 § 48,808 § 47,047 & 45155 3 43208 § 41,264 § 39,193 § 37,062
Less: Non-Operating Expenditures

Met Interfund Transfers (In - Out) - - - - - - - - - - -

Met Debt Service Payment - - - - - - - - - - -

Cash-Funded Capital (46,852) (46,852) (48,258) (49,705) (51,196) (52,732) (54,314) (55,944) (57,622) (59,351) (61,131)
Net Cash Flow $ 5323 $ 5,350 $ 4,074 $ 889 $ (2,389) $ (5,685) $ (9,160) $ (12,736) % (16,358) $ (20,157) $ (24,070)
Unrestricted Reserve Fund Test
Balance At Beginning Of Fiscal Year 3 141,577 3§ 146,800 3 152,250 3 156,325 § 157,214 3 154,825 3 149,140 3 138,980 3 127,244 3 110,886 3 90,729
Cash Flow Surplus/{Deficit) 52,175 52,202 52,332 50,594 48,808 47,047 45,155 43,208 41,264 39,193 37,062
Cash-Funded Capital (46,852) (46,852) (48,258) (49,705) (51,196) (52,732) (54,314) (55,944) (57,622) (59,351) (61,131)
Balance At End Of Fiscal Year $ 146,900 $ 152,250 $ 156,325 $ 157,214 $ 154,825 $ 149,140 $ 139,980 $ 127,244 § 110,886 $ 90,729 $ 66,659
Minimum Working Capital Reserve Target 31,049 32,774 33,622 34 492 35,385 36,302 37,242 38,207 39,198 40,215 41,259
Excess/(Deficiency) Of Working Capital To Target § 114,952 § 119,476 § 122,702 § 122,722 § 119,440 § 112,838 § 102,738 $ 89,037 $ 71,688 $§ 50,513 § 25,400

RE: Water, Wastewater, and Irrigation Revenue Sufficiency Analysis
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